
2009 was the most difficult year for First United in the last seventy-five years
We posted our first annual loss in

memory as the Company lost $12.8 million The primary component of this loss was large Other-Than-Temporary

Impairment charge within the investment portfolio How did this happen few years ago as we internally assessed

our income growth potential we believed it would
likely

be less than we had historically produced To remedy this we

undertook course to increase our lending footprint to degree and to also increase the size of our investment

portfolio In addition we would of course continue to meet the financial needs of our local markets

As part of this strategy in addition to traditional market area loans we invested in loan participations The loan

participations were targeted towards industries that were not prevalent in our existing portfolio such as the hospitality

industry and the insurance industry These participations were conservatively underwritten and fit nicely into our loan

portfolio However as the recession progressed these industries and our loans were negatively impacted by the

economic downturn In addition due to the nature of our geographic footprint large portion of our loan portfolio is

invested in acquisition and development loans in the Deep Creek Lake area and other forms of commercial real estate

Many of these loans are backed by long-term customers of the Bank who have felt the effects of declining real estate

valuations slow sales and reduced consumer spending Many of our consumer borrowers have lost jobs experienced

reduced incomes or have struggled as their own businesses have been impacted by the slowed economy As result

our Bank has experienced higher than normal delinquencies and foreclosures

The largest contributor to our 2009 net loss was credit loss recorded through other-than-temporary impairment

As part of the aforementioned growth strategy in 200 we grew our investment portfolio through the purchase of

trust preferred securities which are pools of debt issued primarily by banks and insurance companies At the time of

the purchases all of these securities were deemed to be of investment grade by the rating agencies and were

considered entirely appropriate for our portfolio The subsequent recession impacted the financial services industry

as hard as any and several of the issuing banks within the trust preferred bonds were adversely impacted causing

many of them to default or defer on their obligations Applicable accounting guidance required us to recognize an

after-tax credit loss of $16 million through earnings Significant details regarding both the investment and the loan

portfolios are provided to you in our 10-K

The issues related to our other-than-temporary impairment charge was compounded by the controversial

accounting guidance of the Financial Accounting Standards Board which essentially dictates that an analysis be

conducted on certain assets and if as result of that analysis potential loss could occur at some point in the future

then such loss must be immediately recognized There was at the direction of Congress some mitigation of this

standard earlier last year
but it remains challenge faced by your Company and many others While the details of this

application are provided for you
in the 10-K would invite the reader to examine book recently previewed Its Not

as Bad as You Think written by noted author economist and commentator Brian Wesbury frequent writer to the

Wall Street Journal Mr Wesbury is an outspoken critic of the concept known as mark to market accounting must

confess that agree
with lot of his reasoning

Dear Fellow Shareholder



As result of the losses we have recognized in our loan and investment portfolios lower other operating income

and increased FDIC premiums we have seen degree of erosion in our capital We remain well capitalized as

required by our regulators through both our participation in the Federal Capital Purchase Program program

established by the U.S Treasury to provide capital to healthy banks at an attractive interest rate and through our

own privately-placed trust preferred securities offering The Capital Purchase Program added $30 million to capital

and our private offering provided us with over $10 million in capital from investors in our local communities To

further preserve capital the Company recently announced its decision to decrease the quarterly dividend to $0.01

per share While regrettable this decision allows our Bank to preserve approximately $2.3 million in capital per year

which we believe most shareholders would view as prudent during these uncertain times

During 2009 we also experienced decrease in our other operating income as result of the lower stock markets

and the low interest rate environment which resulted in lower trust and investment income Additionally as result

of consumer uncertainty and slowed spending we experienced significant declines in service charge income On

the expense side FDIC premiums increased by over $3.4 million in 2009 as the FDIC dramatically increased its

assessments in order to re-build the bank insurance fund

Looking beyond the losses associated with other-than-temporary impairment charges and loan loss provisions

there is strength in the core operations of First United In fact were it not for the impairment charge the Company

would have earned in excess of $6 million last
year inclusive of all loan related charges Beyond that consumer

driven deposits grew by nearly $80 million last year While our loan balances declined slightly we saw an increase

in our net interest income of more than $1 million Our net interest margin remained stable at 3.56% modest

decline from 3.68% in 2008

Without question our Company was not immune to this great recession and we anticipate that there may still

be some additional bumps in the road as we move through 2010 This has been difficult recession and while many

experts assert that it is technically over we believe it will be slow recovery We are heartened by the underlying

strength in the core operations As we continue to focus on the financial needs of our community oriented business

owners our consumers and our towns and as the difficulties of the recession begin to lift First United together with

its customers should return to profitability and strength

4rnBGrnt

Lharman ot the Boaro Preadent

and Chief Executive Officer

As we move through the balance of the recession the Company is working diligently with many of our loan

customers both commercial and consumer to do what we can to help them through the difficult times

Unfortunately we are constrained in our ability
to assist some borrowers by both prudent banking practices and

regulatory mandates In many instances we have been required to increase our reserves take specific charges stop

accruing interest or any combination of those
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders

First United Corporation

Oakland Maryland

We have audited the accompanying consolidated statements of financial condition of First United Corporation

and subsidiaries Corporation as of December 31 2009 and 2008 and the related consolidated statements
of operations changes in shareholders equity and cash flows for each of the years in the three-year period

ended December 31 2009 The Corporations management is responsible for these financial statements Our

responsibility is to express an opinion on these financial statements based on our audits

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board

United States Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement An audit includes examining on test basis

evidence supporting the amounts and disclosures in the financial statements An audit also includes assessing

the accounting principles used and significant estimates made by management as well as evaluating the overall

financial statement presentation We believe that our audits provide reasonable basis for our opinion

In our opinion the financial statements referred to above present fairly in all material respects the consolidated

financial position of First United Corporation and subsidiaries as of December 31 2009 and 2008 and the

consolidated results of their operations and their cash flows for each of the years in the three-year period ended

December 31 2009 in conformity with
accounting principles generally accepted in the United States of America

We also have audited in accordance with the standards of the Public Company Accounting Oversight Board

United States First United Corporations internal control over financial reporting as of December 31 2009
based on criteria established in Internal ControlIntegrated Framework issued by the Committee of Sponsoring

Organizations of the Treadway Commission COSO and our report dated March 11 2010 expressed an unqualified

opinion

Pittsburgh Pennsylvania

March 11 2010

First United Robert Kurtz Richard Stanton Steven Lantz
Roger Fairbourn

Corporation Directors Retired Served as Retired Served as Senior Vice President Broker/Owner
President Chief Risk Chairman President and and Senior Lending Officer Roger Fairbourn Real

David Beachy Officer Secretary and Chief Executive Officer of
Robin Murray

Estate
Fred Beachy Lumber Treasurer of First United First United Corporation

Senior Vice Presdent and Melinda GibsonCo Inc Building Supplies Corporation and First and First United tank

Director of Retail Banking Keystone Lime CompanyRetired United Bank Trust Trust until 1996

Carissa Rodeheaver Susan KelleyKathryn Burkey
John

McCullough Robert Stuck

Executive Vice President Owner/BrokerCertified Public Certified Public Vice President Oakview

Chief Financial Officer Coldwell Banker KelleyAccountant Owner Accountant Retired in Motors lnc.Retired

Secretary and Treasurer AssociatesKathryn Burkey CPA 1999 as Partner of Ernst Realtor Long Foster Real

Young LLP
Estate Inc

Jason Rush Chris LockardFaye Cannon

Senior Vice President RetiredFormer Director of Dan Elaine McDonald
Hoye Andrew Walls

Chief Risk Officer and Marker CompanyRyan Builders Inc Realtor Long Foster
President Morgantown

Director of OperatonsFrederick Maryland Realtors Inc
Printing Binding

Mary Beth Pirolozzi
Former Chief Executive

Donald Moran Member MEGBA LLC
Val Teagarden Enecutive Director

Officer and President of

Acting President General President and Chief United WayFM Bancorp Frederick
Manager Secretary and First United Corporation

Executive Officer

First United Insurance
Ginna RoyceMaryland-Retired

Treasurer Moran Coal
Executive Management

Group LLC________________________
President

Paul Con Jr Corporation
Blainelurner

AdvertisingOwner Professional Tax
Gary Ruddell

William Grant
Inc

Service
President Total Biz

Chairman of the Board Advisory Council

President and Chief Members
Tod Salisbury

William Grant Fulfillment Inc Member
Executive Officer Salisbury McLister LLP

Chairman of the Board Gary Ruddell LLC
George Armistead

President and Chief Commercial Real Estate Jeannette Baker Armistead PLLC
Renick Williams
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Fitzwater Real Estate Developer

United Corporation and Properties LLC Residential
Senior Vice President and

John Barr
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First United Bank Trust
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Hunter Wilson
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Honorary President Rudys Inc
Eugene Helbig Jr

Brian Boal Hunter Company of West
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Boal and Associates
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Shareholder Information

Market Summary of Stock

Ore ted Co-ooration cormon st sic ado te NPSDAQ Cl tel Sdet Mar et unda tie syribol FUNC own samr

mf ct ifs ft and lost odes dsn th crio of fin jcas ended Dcccmb 31 700 md 208

1st Quarter

2nd Quarter

3rd Quarter

4th Quarter

Low 2008

1st Quarter

2nd Quarter

3rd Quarter

4th Quarter

kct Maker Co poration Comm Stock

Scott Stringfellom
Inc

909 East Main Street

Rtihmond VA 23219

804 613 1811 800 552 7757

If you need assi stance in any of the following areas

Change registration

Reportng oct certificates

Non receipt or loss of dividend checks

Information on the dividend reinvestment

part

Please contact our transfer agent at

Stock Trans nc

44W Lancaster Avenae

Ardmore PA 19003

mww.stocktratis.com

First Uniteds Direct Line

800-953-2593

TDD for Hearng Impaired 800-231-5469

Foreign Shareowners

201 680 6578

Shareholders Meeting

The annaal shareholders meeting

mel beheld on

Thursday May13 20101000 a.m

Wisp at Deep Creek Mountain Resort

McHenry MD 21541

S.E.C Form 10-K

The Corporation fles an annual report on Form 10-13

mith the Securities and Exchange Commission copy

of this statement will be sent without charge to any

shareholder who requests in writing to

Carissa Rodeheaver Secretary

First United Corporation

c/o First United Bank Trust

P.O Box9

Oakland MD 21550-0009

The information can also be accessed on our wcbsde

at mww.mybank4 com

2009 Hgh

let Quarter $14.96

2nd Quarter $12.50

3rd Quarter $12.00

4th Quarter $11.80

$7.02

$8.06

$10.15

$5.88

High Low

$20.85

$19.98

$20.73

$20.00

$17.01

$18.04

$16.01

$13.00

Cash Dividends

Ca vidcnds mere cia ed by Corpo af tI oat inifcated the lom icr

2009 2008

$.200

$200

$200

$100

$200

$200

$.200

$200

TDD Foreign Shareowners

201 680 6610


